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A Q&A with business professor Tom Smythe, who offers an overview
of the state of the American economy — and our continuing failure
to take any lasting action to deal with the problems.
What, in your view, has been the primary cause
of the market volatility and the economic ups
and downs of recent years?
While there is no one factor that has caused the market
volatility of the last four years, there are several that
have contributed to our problems. Beginning in 2008
here in the United States, the financial crisis, largely
precipitated by the bursting of the housing bubble
and the resulting mortgage mess, was and will continue
to be a major contributor.
Since then, credit problems in Europe have been
a major driver of volatility. This is a new phenomenon
for the United States. Historically, crises in this country radiated out to impact others, but the United States
was typically insulated (in relative terms) from problems
abroad. With the integration of global financial markets,
this is no longer true. We are experiencing the effects
now as Europe’s banks and sovereign countries struggle.
While both of these factors have been significant,
a growing amount of market volatility has also arisen
as a result of political stalemates in the United States.

Where does that put us, as of summer 2012?
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We have been in a lull politically, but things are about
to heat up with the presidential election. However, that’s
just the public face of the issues. More importantly, we
still have not tackled our country’s growing level of debt.

Recently Standard and Poors put the United States on
its watch list for what could potentially be another ratings
downgrade. Tied up in the debt debate are such issues
as the future of Social Security and Medicare/Medicaid,
as well as, more broadly, healthcare. These three items
are a rapidly growing component of the country’s budget
deficit that cannot be sustained. And, as has happened
in the past, no one is currently making much of an effort
to address these issues.

Can you point to any specific events that illustrate
our failure to deal head-on with major issues?
The best examples are the arguments and partisan bickering over whether or not to extend a bailout to the financial
sector and, more recently but related, about the national
budget and debt levels. Standard and Poors cited this
ongoing “political brinkmanship” last year when it downgraded the country’s credit rating. Among the smaller
issues, which are likely to become bigger, is the debate
about Social Security tax cuts and their extension.
Politics has always played a role in markets, and we
are at a critical juncture in our country politically. Can
we make any decisions at all? The impact has and will be
played out in the markets. Unlike in the past, most of “us”
are now part of the markets through 401(k) plans. As such
the political impasses are affecting most of us economically
in ways we have not experienced previously.
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Along these lines, talk about how “gridlock,”
or political entrenchment on both sides,
has affected the U.S. economy. How might
this fall’s election affect things?
Gridlock leads to uncertainty, especially during periods
when no one is willing to compromise. The markets are
looking for road maps as to how the economy will be structured. In other words, they want to know what the “rules”
will be, what the plan is. While the markets will react
positively or negatively to the implementation of these
rules, what proves really disruptive is when no one knows
what the rules are. While “bad” rules hurt the market,
unknown rules lead to volatility.
This year’s presidential election has several rules, or
playing field issues, attached to it: government spending,
the overall approach to the economy, and the recent
Supreme Court decision regarding healthcare, to name
a few. Whoever wins the presidential election will obviously have an impact on the direction the economy will
take. But that will not solve our problems per se, because,
as we know, Congress also plays a significant role.

What about outside forces? For example, how are
we affected, good and bad, by the globalization
of financial markets?
Unlike in the past, outside forces are playing a much
more significant role in the American economy, and
that is a direct result of globalization. The globalization
of financial markets is a double-edged sword. While
capital can move quickly to support worthwhile investments anywhere in the world, it can flee just as quickly.
With that said, as of now the United States is still viewed
as the safest capital market in the world, although that
distinction may be changing.
Ironically, the European debt crisis doesn’t seem to
have had an impact on our country in the way it should —
which is as a predictor of our own future. The crises
in Europe — most notably in Greece and Spain, where
interest rates on government debt are rising because
investors do not believe national spending can be
sustained — are a result of prolonged spending on social
programs: healthcare, pensions, etc. The United States
is in the same boat, unless we do something to change
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course. And the uncertainty that comes with change
is a major factor in causing unstable markets.
One of the fallacies is that any country, including
the United States, can control economic trends. If we
could, things would be very uninteresting and completely
predictable, which some may consider preferable. We are
seeing how actions taken in the past, such as the Federal
Reserve lowering interest rates, aren’t working, or at least
not in ways we might have expected. Ebbs and flows are
inevitable. Unfortunately a great deal of how we try to
“control” the economy, as in lowering interest rates to spur
growth, quite often has unintended consequences, such as
increases in inflation. This is not to say that a regulatory
structure isn’t needed. But how we regulate does matter.

What are the consequences — financial and
otherwise — of continuing to ignore the problems
surrounding healthcare and Social Security?
An outcome like we are witnessing in Greece, where
the country has been crippled by unrestrained spending
and failure to implement financial reforms. The difference
is that there won’t be anyone to bail us out. Our economy
is too large.
It should be noted that our problem on the healthcare
side is much bigger than Medicare; it is the healthcare
system in general. Americans are paying an increasing
proportion of their incomes for healthcare, whether they
have insurance coverage or not. Currently, that portion
of our spending is far outstripping wage growth, which
means we have less to save and spend. Whether you
support the Affordable Care Act or not, as a country
we must come to grips with the rising costs of healthcare.

What do you tell your students about
planning for the future?
I remind them that life’s a marathon, not a sprint, and
that they should develop a savings plan (retirement and
otherwise) and stick to it through thick and thin. Don’t
look at CNBC or other “expert” sources for guidance.
Out of 100 people, maybe one will hit it big, but most
of us are “average.” And the way for average people to get
ahead is to learn to spend less than they make — period.

Now that we know what you tell your students,
here’s your chance to address the nation. If we
concede that there are no magic bullets or quick
fixes, what’s your advice for the powers that be?
How do we stop kicking the can down the road?
Get over yourselves. While principles are important, if
they are extreme in either direction, our problems won’t
be addressed. There is more than one path to the solution
— we just need solutions. Politicians won’t get the message
until we stop electing them. The problem is that while
everyone thinks that Congress is doing a really bad job,
they believe that their local representative is doing fine.
A big part of Congress’ job is being able (and willing)
to play in the sandbox. Right now, we have a lot of sand
being thrown. If you are in Congress right now, you
are part of the problem. Personally, I will not vote
for any incumbent in 2012. I realize that has its own
consequences, but to not vote is ignoring the problem. |F|

So is it all gloom and doom? Do you see any
hopeful signs on the horizon?
The answer to this question often depends on the day you
ask. Some people think that the outcome of the presidential election (either way) will lead to some resolution of the
uncertainty, but I think that may be naïve. As a country,
through our elected representatives, we have to decide
that we are actually going to address these problems.
Currently, that isn’t happening. We just spend our time
arguing and stonewalling.

For more from Smythe on this topic,
scan the QR code or go online to
www.YouTube.com/thefurmanchannel
and click on the High Noon at FYI
Lecture Series link.

Jeremy fleming

TOM SMYTHE is admired by students for many reasons —
not the least of which is his sense of humor, to which the
photo above attests.
So, too, does this comment, made by a student a few years
back, during the height of the recession: “I will never forget
Dr. Smythe looking us in the eye and saying, ‘If you don’t invest
at least 15 percent of your earnings every month toward your
retirement, I will hunt you down and kill you’.”
Mind you, the business professor tells all his classes the same
thing, and with the same twinkle in his eye. But his “threat”
is a good way to get students to remember his point.
And it’s one of the ways he shows that he cares about what
happens to them. His ability to relate to students, and his
genuine interest in their lives and careers, were among the
reasons he received the university’s Chiles-Harrill Award in 2009.
The award, named for legendary administrators Marguerite
Chiles and Ernest E. Harrill, is presented annually to the
member of the faculty or staff chosen by the graduating class
as having had the greatest influence on their years at Furman.
The recipient becomes an honorary member of the class.
Smythe graduated from Furman in 1985, then spent four
years in the Army and seven years as a systems and business
analyst for Mobil Oil. He earned his doctorate from the
University of South Carolina and began his teaching career
at the University of Tennessee-Chattanooga before joining the
Furman faculty in 2001. He is frequently asked to comment on
business and economic issues and has been quoted in such
publications as the Wall Street Journal, Financial Times, USA
Today, Money magazine and the Chicago Tribune.
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